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EXECUTIVE SUMMARY

The Washington State Department of Social and Health Services (DSHS) through its
Medical Assistance Administration (MAA) helps low-income people obtain appropriate
quality health services. MAA administers federally-matched entitlement programs
providing mandatory and optional medical assistance to low-income persons. Through
its partnership with the federal Department of Health and Human Services (HHS),
Washington has been a national leader in expanding health care coverage to children,
targeted vulnerable populations, and other low-income residents.

Washington has extended eligibility and used its Medicaid optional and state-only
funded programs to provide services to more low-income people. It has reduced the
incidence of infant mortality and added programs for persons needing physical,
behavioral or substance abuse therapy. Washington is one of 23 states with a
Medically Needy program for elderly and disabled persons, one of only ten states with
children’s coverage for families above 200 percent of the Federal Poverty Level, and
one of 32 states offering Medicaid coverage to eligible uninsured women diagnosed
with breast or cervical cancer.

Coverage expansions have played a key role in reducing uninsured rates, which,
according to Kaiser Family Foundation’s State Health Facts, indicate that Washington
had the 12™-lowest uninsured rate for children. As of July 2001, the seven programs
administered by MAA provide medical coverage for 33 percent of all children and nearly
14 percent of the residents in our state. An additional 2 percent of the state’s residents
receive coverage through the Basic Health (BH) program administered by the Health
Care Authority. Washington is proud of the eligibility and service innovations it has
been able to make and would like to continue to work with community-based groups to
maintain its proud tradition. However, most of these accomplishments were launched
during times of lower health care costs and more state funding.

During the 2001-03 biennium, Washington is projected to spend $5.3 billion for its
Medical Assistance programs, excluding disproportionate share hospital (DSH) and
ProShare payments — almost $1 billion more than it did during the prior biennium. With
medical expenditures, excluding DSH and ProShare, rising at over 9 percent each year
and expected to increase by nearly 22 percent during the next two years — nearly four
times more than available state General Funds — policy makers have become very
concerned that Washington’s accomplishments during the previous ten years may not
be sustainable for very long. Making matters worse, the current economic decline will
likely require policy makers to make significant fiscal and program reductions.

To sustain its health care coverage for low-income residents, Washington State will
need to develop additional options to enhance the management of its Medical
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Assistance programs. DSHS is requesting authority under Section 1115(a) of the Social
Security Act to implement a demonstration waiver that will allow the state greater
latitude to administer its Medicaid program. However, long-term care services under
Medicaid, e.g., nursing facilities, intermediate care facilities for the mentally retarded
(ICF-MR), personal care, or home- and community-based waiver services, are not part
of the demonstration. Furthermore, Washington State intends that Medicaid program
and demonstration waivers currently granted to DSHS remain in effect and separate
from this demonstration request, unless otherwise incorporated by specific reference in
negotiated terms and conditions.

Washington State also is requesting the demonstration waiver to use its unspent Title
XXI State Children’s Health Insurance Program (SCHIP) allotment to expand coverage
to parents with Medicaid and SCHIP children, and possibly, childless adults. Depending
upon the ability to leverage state Health Services Account (HSA) and federal funds,
Washington could offer BH coverage to an estimated additional 20,000 persons. This
would represent a 50 percent increase in BH coverage of parents with Medicaid
children.

The Department believes its Medicaid and SCHIP Reform Waiver would help the state
sustain its existing coverage for low-income children and other vulnerable populations
covered under its Medicaid optional programs. The flexibility the Department is
requesting is based upon the National Governors’ Association HR-32 Health Reform
Policy, and Congressional and HHS health care initiatives for low-income children and
families. This flexibility is the same as Congress granted to states to design and
administer SCHIP, which is targeted to serve persons under 200 percent of poverty.

Unlike other 1115 state demonstrations, Washington’s demonstration requests latitude
to adopt cost-sharing, make benefit design changes, and impose enroliment limits.
Clearly, these policy options are an improvement over the more restrictive alternatives
available under existing federal law. Instead of reductions in eligibility coverage levels
or the elimination of entire categories of service for optional eligibility groups, policy
makers would have the ability to adopt reasonable copayments and premiums to help
share the cost of coverage, vary benefits for Medicaid mandatory and optional eligibility
groups and SCHIP clients, and impose waiting lists.

The requested programmatic flexibility is not open-ended, however. Washington’s
demonstration will ensure that its vulnerable populations continue to have access to
medically appropriate care they need. There would be limits on the amount of cost
sharing that could be imposed on clients and a “benefit floor” would support optional
benefit coverage. This floor is greater than the federal minimum mandatory
requirements for either Medicaid categorically needy or medically needy coverage and
would ensure that clients have access to preventive and comprehensive care.
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The key elements proposed under the demonstration waiver are:

» Allow affordable copayments on all nonpreventive services for all mandatory and
optional eligibility groups, and permit providers the ability to limit or deny care when
copayments are not paid at the time of service;

» Allow reasonable premiums to be imposed for medical coverage on all Medicaid
clients with income above 100 percent of the FPL;

» Limit total Medicaid or SCHIP cost-sharing for health-related care for DSHS clients
to 5 percent of a family’s income, on average;

* Allow flexibility to design different benefit packages for Medicaid optional groups,
with a “benefit floor” (Basic Health benefits plus outpatient rehabilitation therapies)
that would apply to both mandatory and optional eligibility groups;

» Eliminate EPSDT requirements for optional eligibility groups, and provide well-baby
and well-child care, including age-appropriate immunizations;

» Allow imposing enrollment limits and waiting lists for coverage of optional eligibility
groups, including SCHIP, if overall expenditures were exceeding appropriation levels
and available state funds were not sufficient to cover optional groups; and

* Expand SCHIP coverage to parents with Medicaid and SCHIP children, and
childless adults on a lower priority basis, beginning in January 2003, or as soon as
administratively possible thereafter.

Prior to implementing any changes, these provisions would require approval by the
Washington State Legislature and would be employed only if they are needed to help
sustain the state’s ability to offer health care coverage. Furthermore, the HHS Centers
for Medicare and Medicaid Services would review the proposed changes to ensure that
they are consistent with the terms and conditions negotiated in the demonstration
waiver.

Even though state funding sources have been able to keep up, health care expenditure
increases have reached a crisis point. While MAA has launched a number of cost-
containment initiatives to stem rising health care costs, it is too soon to know if these
steps will be sufficient to extend available state funds and sustain health care coverage.
It seems more likely that the double-digit growth in health expenditures will continue.

Washington State and DSHS believe the flexibility contained within this waiver is the
best way for the state to sustain its health care coverage for low-income residents.

State of Washington

Department of Social and Health Services
Medicaid & SCHIP Reform Waiver Application
November 1, 2001



[. INTRODUCTION

The Washington State Department of Social and Health Services (DSHS) is requesting
authority under Section 1115(a) of the Social Security Act to implement a demonstration
waiver that will allow the state more flexibility to administer its Medicaid program. This
Medicaid and State Children’s Health Insurance Program (SCHIP) Reform Waiver
would help the state sustain its existing coverage for low-income children and other
vulnerable populations covered under its Medicaid optional programs. Washington
State also is requesting the demonstration waiver to use its unspent Title XXI SCHIP
allotment to expand coverage to parents with Medicaid and SCHIP children, and
childless adults on a lower priority basis.

Washington is requesting a unique demonstration waiver. The waiver would allow the
State programmatic flexibility to adopt cost-sharing, benefit design flexibility, and
enroliment cap options for its Medicaid Categorically Needy and Medically Needy
optional programs. Unlike other demonstration waivers that adopt changes at the
beginning of their waiver period, Washington would only adopt these programmatic
changes if they are needed to help sustain coverage.

Washington’s waiver also differs from other demonstration waivers in that it is not
proposing to make Title XIX funding available for new expansion populations. Any
changes in program coverage would be only those changes allowed under Medicaid
law.

The requested programmatic flexibility is not open-ended. Washington’s demonstration
waiver includes limits on the options to ensure that its vulnerable populations continue
to have access to medically appropriate care. These changes would require approval
by the Washington State Legislature and review by the Centers for Medicare and
Medicaid Services (CMS) of the Department of Health and Human Services (HHS) to
ensure that the program changes are consistent with the demonstration waiver’s terms
and conditions.

In addition to sustaining its existing Medicaid coverage limits, Washington'’s
demonstration is requesting authority to use its unspent Title XXI SCHIP allotment to
expand coverage through its Basic Health (BH) program for parents with Medicaid and
SCHIP children, and childless adults on a lower priority basis. This expansion would
allow the state to combine federal and state funds to make available additional BH slots.
This coverage expansion would be limited to the unspent Title XXI allotment and would
ensure allotment neutrality. Expansion would begin in January 2003, or as soon as
administratively possible thereafter.
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As described in the application, Washington’s demonstration waiver builds upon its
existing state-subsidized programs for low-income residents, including its Medicaid,
SCHIP and state-only funded programs. The requested program flexibility builds upon
and is consistent with both Congressional and CMS strategies to offer coverage to low-
income children and families. The request also builds upon the National Governors’
Association (NGA) HR-32 Health Reform Policy and the Administration’s recently
announced Health Insurance Flexibility and Accountability (HIFA) demonstration
initiative.

[I. WASHINGTON STATE'S LOW-INCOME HEALTH CARE PROGRAMS

Medical Assistance Programs

Washington State’s Department of Social and Health Services (DSHS) administers
seven health care programs through its Medical Assistance Administration (MAA).
These include: Medicaid Categorically Needy (CN) program, Medicaid Medically Needy
(MN) program, State Children’s Health Insurance Program (SCHIP), Children’s Health
Program (CHP), Medical Care Services Program, Medically Indigent (MI) program, and
Refugee Assistance medical coverage.

In July 2001, these programs covered 829,900 residents, and an additional 30,700
persons receiving family planning coverage - nearly 14 percent of all residents in the
state. The MAA programs were providing coverage to 529,600 children — 33 percent of
all children in the state.

Washington’'s Medicaid CN Mandatory programs provide coverage to 625,300 persons
— 73 percent of all Medical Assistance coverage. CN categorical eligibility groups
include: low-income families with dependent children meeting TANF income limits (45
percent of the federal poverty level - FPL), low-income elderly and disabled persons
who qualify for Supplemental Security Income (SSI), pregnant women and infants in
families up to 185 percent of FPL, children through age 5 with incomes up to 133
percent of FPL, and children through age 18 with incomes up to 100 percent of FPL.

Washington’s Medicaid optional programs offer coverage to 155,700 persons plus
30,700 receiving family planning-only coverage - 22 percent of all Medical Assistance
coverage. These optional programs provide coverage to: children with incomes up to
200 percent of FPL, low-income elderly and disabled persons who do not receive SSI
grants or who have incomes up to 300 percent of the SSI grant standard and need
institutional level of care, uninsured women up to 200 percent of FPL with breast and
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cervical cancer, working disabled persons with incomes up to 450 percent of FPL, and
Medically Needy elderly and disabled persons with incomes above CN standards.

Washington also offers coverage to children in families up to 250 percent of FPL
through its SCHIP program. Currently, some 4,500 children in moderate-income
families are receiving coverage through this program.

In addition to its Medicaid programs, DSHS provides coverage to over 44,300 low-
income residents through its state-funded medical programs. This includes low-income
children who do not meet federal citizenship requirements, persons with physical and
mental health incapacities that make them unemployable, and other low-income,
uninsured persons with an emergent medical condition requiring hospital care.

Basic Health Program

Washington State’s Health Care Authority (HCA) administers the Basic Health (BH)
program. HCA also purchases health care coverage for state employees, retirees and
other local governmental entities.

The BH program offers subsidized, basic comprehensive coverage to individuals and
families with incomes up to 200 percent of FPL. For state fiscal year (FY) 2002, BH is
authorized to cover 125,000 persons.

Attachment A provides a detailed description of the state’s Medical Assistance and BH
programs and includes the number of adults and children eligible for Medical Assistance
programs in July 2001. It is important to know about these programs, as it helps explain
the extraordinary commitment that Washington has made in providing both federal and
state-only programs for its low-income residents. These programs are providing
coverage to 16 percent of all Washington residents. The children’s programs are
providing coverage to 33 percent of all children in the state.

[I. WASHINGTON STATE’S STRATEGY TO OFFER HEALTH
CARE FOR LOW-INCOME RESIDENTS

Washington State has been a national leader in expanding health care coverage to
children, targeted vulnerable populations, and other low-income residents. Unlike other
1115 demonstration states, Washington has built its expansion initiatives upon its
existing Medicaid program and its state-only programs, such as the BH program. The
following exhibit illustrates the changes that have made Washington a bellwether state
with its progressive initiatives in health care reform.
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Children’s Coverage

In the late 1980s, Washington began to implement a series of medical care coverage
expansions for children. In 1989, the State Legislature enacted the Maternity Care
Access Act of 1989. This act authorized DSHS to expand Medicaid coverage and
provide comprehensive prenatal care coverage to pregnant women and infants with
incomes up to 185 percent of FPL under a new program called First Steps.

In January 1991, DSHS implemented the Children’s Health Program to provide
coverage to children under age 18 who were in families with income up to 100 percent
of FPL. The state’s Medicaid program was already covering children through age 5 in
families up to 133 percent of FPL. The Children’s Health Program was converted to
Medicaid funding in January 1992, and the age limit was raised through age 18.

Children not meeting Medicaid citizenship requirements continued to receive coverage
through the Children’s Health Program. This program now offers health care to some
19,500 children who do not qualify for Medicaid.

In July 1994, the Medicaid children’s program was further expanded to 200 percent of
FPL. This expansion was part of comprehensive health reform legislation that was
intended to require that all residents be enrolled in health insurance. The reformed
system would continue to be based on employer-sponsored coverage. However, the
state would provide subsidized coverage to residents up to 200 percent of poverty.

Prior to enactment of SCHIP, Washington was one of only four states with optional
Medicaid coverage at or above SCHIP’s target coverage of 200 percent of FPL. In
February 2000, Washington extended coverage up to 250 percent of FPL through
SCHIP. Washington is one of ten states with children’s coverage at or above 250
percent of FPL.

In July 2001, Washington’s Medicaid programs provided coverage to 503,900 children -
about 177,600 received coverage through Family (TANF) Medical; 14,300 were
disabled children receiving SSI assistance; 179,200 were covered through the Medicaid
mandatory children’s program; and 132,700 were covered through Medicaid optional
program coverage.

In total, the Medical Assistance and BH programs cover about 538,000 children. This is
over 33 percent of all children in the state.

MAA adopted a series of innovations to make accessing health care coverage easier.
These included: simplifying the eligibility application forms, eliminating family resource
requirements, and implementing a mail-in application process through a centralized
eligibility unit.
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These coverage expansions and eligibility innovations have played a key role in
reducing children's uninsured rates. Washington’s uninsured rate continues to decline.
Based on the most reclﬁntly available data, Washington’s children had an uninsured rate
of 7.2 percent in 2000.” The uninsured rate for children below 200 percent of FPL was
13.8 percent.

According to Kaiser Family Foundation’s State Health Facts, Washington had the 12"
lowest uninsured rate for children, based upon the most recent pooled period from the
U.S. Census Bureau’s Current Population Survey (CPS).= The 1997-99 CPS pooled
data indicate Washington had the seventh lowest low-income children’s uainsured rate
(13.7 percent) in the country, compared to a national rate of 24.0 percent.

Based on the Urban Institute’s National Survey of America’s Families, Washington’s
1999 children’s uninsured rate (7.5 percent) ranked fifth among the 13 states.” The
national rate was 12.5 percent. Washington had the lowest uninsured rate (11.2
percent) for children in families below 200 percent of FPL. This compared to a national
rate of 22.4 percent.

In addition to expanding health care coverage, Washington has undertaken a set of
initiatives to improve children’s health status through the Medicaid-financed First Steps
program implemented in 1989. The goEII of the First Steps program is to ensure healthy
birth outcomes for low-income families.™ Access to essential prenatal care has
improved through this program. The rate of inadequate prenatal care (third trimester
entry or none) for Medicaid women dropped 57 percent from 10.9 percent in 1989 to 4.7
percent in 1999. In comparison, the rate for non-Medicaid women dropped 59 percent
from 3.2 percent to 1.3 percent over the same period.

Birth weight is a primary indicator of the health of the newborn infant. Through the First
Steps program the incidence of low birth weight (less than 2500 grams or 5.5 pounds)
decreased 24 percent for Medicaid infants, from 7.0 percent in 1989 to 5.3 percent in
1999. In comparison, the rate for non-Medicaid infants averaged about 3.6 percent over
the 11-year period.

The First Steps program helped reduce the incidence of infant mortality. Infant mortality
decreased by 62 percent, from 15.2 deaths per 1,000 live births before First Steps

! Source: 2000 Washington State Population Survey. Washington State Office of Financial Management (July 15,
2001 Preliminary Analysis).

% Source: The Kaiser Family Foundation’s State Health Facts Online.

% Source: U.S. Census Bureau — Low Income Uninsured Children By State: 1997,1998, 1999.

* Source: Urban Institute’s National Survey of America’s Family. Snapshots of America’s Families Il. National
survey plus 13 state-specific surveys: Alabama, California, Colorado, Florida, Massachusetts, Michigan, Minnesota,
Mississippi, New Jersey, New York, Texas, Washington, and Wisconsin.

® Source: The First Steps Program: 1989-1997, Cawthon, Laurie, Report Number 7.99, Department of Social and
Health Services (July 1999). State of Washington — First Steps Database, Characteristics of Women Who Gave
Birth in Washington State for 1989 through 1998, Cawthon, Laurie, (March 29, 2000).
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(1988-89) to 5.8 deaths per 1,000 after First Steps (1998) for Medicaid women covered
under the expansion program. Although the decrease (25 percent) for AFDC women
from 13.1 deaths per 1,000 to 9.8 deaths per 1,000 was less than either the expansion
group or the overall statewide decrease of 30 percent, it is a marked improvement.

Currently, the Medicaid program covers more births than any other payer. The
coverage rate has increased 50 percent, from 27.3 percent in 1989 to 41.0 percentin
1999. In an effort to reduce unintended pregnancies, MAA has been partnering with the
Department of Health to develop pregnancy education and prevention strategies. In
July 2001, DSHS implemented an 1115 demonstration project called Take Charge, that
offers Medicaid-financed family planning and education services to all women and men
in families at or below 200 percent of FPL.

Coverage for Low-Income Working Individuals and Families

Washington also has been a national leader in offering innovative health care coverage
to families and individuals through the Basic Health (BH) program. Based on a 1986
study by the Washington Health Care Project Commission, the 1987 State Legislature
enacted legislation and funding for BH and the Washington State Health Insurance Pool
(WSHIP). BH was implemented in 1988 as a managed care demonstration project.
The Legislature originally gave funding authority to cover up to 22,000 residents with
incomes up to 200 percent of FPL.

As part of its 1993 comprehensive health reform legislation, the Legislature expanded
BH into a permanent program, lifted the enroliment cap, and merged it with the state’s
Health Care Authority (HCA), which is responsible for purchasing health care insurance
for state employees and other local governmental employees. The Legislature also
created the Health Services Account (HSA) to fund BH, public health, and other health
initiatives.

In 1995, the Legislature authorized BH coverage expansion to include mental health,
chemical dependency and organ transplants. Funding also was provided to restructure
the BH premium to be more affordable. Nearly 130,000 residents annually received
subsidized BH coverage from October 1996 through 2000. See Attachment B for a
more detailed description of the BH program contained in the 2001 Basic Health
Member Handbook, including benefit coverage and cost-sharing requirements. (There
are minor changes for 2002 that will be included in the new Member Handbook.)

Although health care costs have increased at a greater rate than revenue growth, the
1999 Legislature authorized funding to cover 133,000 BH enrollment slots for the
1999-2001 biennium. The 2000 Legislature enacted legislation that would allow BH to
increase the allowable income level up to 250 percent of FPL if federal funding is made
available to help finance the expansion. Due to continued growth in health care costs,
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the 2001 Legislature appropriated an additional increase in funding. However, the
funding is intended to cover only about 125,000 enrollees. HCA will be managing BH
enrollment to achieve this target through attrition.

HCA and DSHS have undertaken a number of initiatives to create seamless coverage
for families eligible for BH and Medicaid coverage. In 1994, the agencies implemented
Basic Health Plus (BH+), whereby Medicaid eligible children with BH parents could be in
the same managed care plan as their parents and receive full-scope Medicaid
coverage. HCA contracts for both BH and BH+ coverage and receives Medicaid
payments from DSHS for the eligible children’s coverage. The two agencies coordinate
so that families only have to apply through HCA to obtain BH and BH+ coverage.
Currently there are 56,000 Medicaid children in BH+. In addition, eligible pregnant
women receive full-scope Medicaid medical and prenatal care coverage through their
BH plan for up to 60 days post partum.

Other Vulnerable Populations

Washington has used its Medicaid optional programs and state-only funded programs to
cover vulnerable populations. Washington is one of 23 states with a Medically Needy
program. This program offers coverage to elderly and disabled persons. Coverage is
also offered to persons with less severe disabilities through the state-administered
Medical Care Services program. Persons with a physical, mental impairment or
substance abuse addiction that makes them unable to have gainful employment are
thereby able to have health coverage. The Medically Needy and Medical Care Services
programs are currently providing coverage to some 27,000 elderly and disabled
persons.

Washington has more recently sought to offer health coverage to two other groups. In
July 2001, Medicaid coverage was extended to uninsured women with incomes up to
200 percent of FPL, ages 40 through 64, with breast or cervical cancer diagnosed by
screening through the Washington State Breast and Cervical Health Program. At this
time, Washington is one of 32 states offering this optional coverage.

The 2001 Legislature authorized funding for DSHS to implement a Medicaid Buy-In
program for the working disabled. Coverage will be offered to persons with incomes up
to 450 percent of FPL. The program is scheduled to begin offering coverage in January
2002.

For a number of years, Washington has also offered coverage through its Medically
Indigent program to low-income uninsured persons faced with an emergent medical
condition requiring hospital care. This program, in conjunction with the state’s
Disproportionate Share Hospital (DSH) programs, provides critical funding to
Washington hospitals that serve Medicaid and other low-income residents.
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Managed Care — Improving Access and Quality for Families and Children

MAA has adopted managed care as one strategy to increase access, provide medical
case management and promote cost-containment. MAA has historically contracted with
health plans to provide voluntary coverage to Medicaid families since the 1970s. In
1986, mandatory enroliment for Medicaid families and children was introduced in Kitsap
County and later expanded to Mason and Jefferson counties.

The Healthy Options (HO) program was started in Spokane County in July 1992. Later,
as part of statewide health reform, MAA began a major initiative to expand the program
statewide. This was achieved by July 1995. HO mandatory enrollment is required for
TANF families, pregnant women, and Medicaid eligible children. However, American
Indians and Alaska Natives are also able to get primary care case management
(PCCM) through their tribal or Indian Health Services’ clinics.

MAA and HCA contract with many of the same health carriers. To reduce the
administrative burden on carriers, MAA and HCA have adopted a common set of quality
assurance requirements based on the National Committee on Quality Assurance’s
(NCQA) national standards. In partnership with the Department of Health, the two
agencies monitor plans together through the TeaMonitor process. The two agencies
also use national performance measures to evaluate plans' performance.

In 1998, MAA and HCA began to engage in a joint Request for Proposals (RFP)
contracting process for HO, BH and coverage for the Public Employees Benefits Board
(PEBB). This joint endeavor reduces both health carrier and state administrative
burden and was intended to increase the state agencies’ purchasing power.

Currently, MAA is contracting with seven health carriers and HCA and has some
418,000 individuals enrolled in managed care. In the majority of counties, enrollees
have a choice of two or more plans. There are 11 single-plan counties in which
enrollees may choose the fee-for-service delivery system as an alternative. There are
two counties with multiple plans that are at enrollment capacity, and one county with no
plan available, resulting in no alternative to the fee-for-service delivery system.

MAA recently conducted a Request for Information (RFI) to obtain information about
current disease management projects throughout the United States. Forty-six
responses to the RFI were submitted, and staff analyzed the information submitted in
order to establish a framework within which to issue a formal RFP. The RFP, released
October 15, will result in one or more contracts to provide disease management
programs that will result in better-coordinated care for Medicaid clients not eligible for
Healthy Options. This group includes SSI recipients and others identified by MAA as
having health conditions that would benefit from increased coordination of care.
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IV. FISCAL ENVIRONMENT

Over the past three biennia (FY 1996-2001), Washington’s Medical Assistance
programs’ health care expenditures have increased at over 9 percent per year (see
Figure 1). Caseload growth has averaged 3.6 percent per year over this period, while
per capita expenditures have increased at 5.5 percent per year. These rates of growth
are projected to continue at these rates. Although caseload growth will moderate
somewhat due to leveling of children’s coverage, per capita expenditures will be
increasing.

Medical Assistance Programs’ Caseloads and Expenditures

Eligibles Medical Expenditures Per Capita Expenditures

Number %Change Amount %Change Amount %Change
SFY 1996 679,735 4.8% 1,481,573,431 9.2% 181.64 4.2%
SFY 1997 723,764 6.5% 1,609,759,643 8.7% 185.35 2.0%
SFY 1998 732,774 1.2% 1,680,769,019 4.4% 191.14 3.1%
SFY 1999 719,936 -1.8% 1,780,431,584 5.9% 206.09 7.8%
SFY 2000 754,756 4.8% 1,995,163,846 12.1% 220.29 6.9%
SFY 2001 800,950 6.1% 2,306,815,875 15.6% 240.01 9.0%
SFY 2002 826,208 3.2% 2,529,461,977 9.7% 255.13 6.3%
SFY 2003 846,643 2.5% 2,743,201,029 8.4% 270.01 5.8%
96-01 Avg 3.6% 9.3% 5.5%
02-03 Avg 2.8% 9.1% 6.1%

NOTES

1. Medical Assistance includes seven programs: CN Medicaid; MN Medicaid; Medical Care Services; State
Children's Health Insurance Program; Children's Health Program; Medically Indigent; and Refugee Assistance.

2. Medicaid constitutes nearly 95 percent of the Medical Assistance programs’ eligibles and expenditures.

3. Expenditures are for medical services and do not include DSH or ProShare payments, behavioral health or long-
term care services.

Figure 1
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Washington’s Medical Assistance programs are financed through a combination of
federal Medicaid and SCHIP funds, the State General Fund, the Health Services Account
(HSA), and local intergovernmental funds. Expenditures from the State General Fund,
the HSA, and local intergovernmental funds are matched by federal funds. The federal
contribution will be about 49 percent, State General Fund 36 percent, HSA 11 percent,
and local funds approximately 4 percent of expenses for Medical Assistance programs.

Unlike other states, policy makers in Washington State must contend with both revenue
and voter-imposed spending constraints as they balance commitments for education,
transportation, commerce, clean air, clean water and other essential government
services with health care for low-income residents. These fiscal constraints will not
permit the state’s budget writers to match the projected increases in the cost of health
care without reducing funding for other important government services. While the state
has been able to support Medicaid expansion efforts through the use of shifting
expenditures to the state’s HSA and by drawing upon reserves, Washington is facing a
fiscal crisis. The ability to sustain Washington’s quality health services is, at best,
uncertain.

State General Fund

The State General Fund provides approximately 36 percent of the funding for Medical
Assistance programs. Washington’s State General Fund expenditure growth is limited
under Initiative 601. Enacted in 1993, I-601 limits state expenditure growth after July
1995 to an annual fiscal growth factor. The expenditure limit is based on the previous
year’s spending level and a géovvth factor determined by inflation and population
changes, with a two-year lag.” During the six-year period from FY 1996 through FY
2001, Washington State’s cumulative population growth rate was 7.7 percent, an
average growth of 1.3 percent per year. The cumulative inflation factor rate was 11.5
percent, an average of 1.9 percent. The sum of annual increases indicates the 1-601
fiscal growth factor permitted spending growth of 23.5 percent, an annual average of 3.9
percent.

During the same FY 1996-2001 period, the Medical Assistance programs’ cumulative
caseload growth rate was 21.7 percent, an average of 3.6 percent per year. Per capita
expenditures increased at 5.5 percent per year. Overall MAA expenditures, excluding
disproportionate share hospital (DSH) and ProShare payments, increased at 9.3
percent per year, for a cumulative growth rate of 56 percent (see Figure 2).

® For example, the 2003 growth factor is based on 3-year average (1999, 2000, and 2001). Population change is the
percent change in the state’s total population as measured by the Office of Financial Management. Inflation is the
percent change in the Implicit Price Deflator.
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The Growth of Medical Assistance Expenditures
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Figure 2

Health Services Account

The Health Services Account (HSA) was established in 1993 as part of a comprehensive
state health reform initiative. The HSA was established to finance state-subsidized
coverage for low-income persons and expand public health improvement initiatives.
Initially, HSA revenues were obtained from a new set of taxes on alcohol and tobacco
products and elimination of tax exemptions on nonprofit hospitals and health care
premiums. More recently, funds from the state's settlement with tobacco manufacturers
and intergovernmental transfers (IGT) from public hospital ProShare programs have
been earmarked for the HSA.

Over time, the funding of Medical Assistance programs has been transferred to the HSA
to help sustain existing programs and expand health coverage. Currently, the HSA is
being used to fund the subsidized Basic Health (BH) program, Medicaid coverage for
children, the State Children’s Health Insurance Program, and DSH and nursing home
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ProShare payments. Beginning this biennium, the HSA also is financing the new
Medicaid Breast and Cervical Cancer coverage and Buy-In program for the working
disabled. Excluding the DSH and Proshare payments, over 80 percent of HSA
expenditures are directly for Medicaid children and BH health coverage.

It is anticipated the revenue stream into the HSA will be fairly flat during FY00-03. This
flat revenue stream is attributed to a decline in tobacco revenue due to smoking
reduction and little or no growth in liquor revenue. In FY 2000, HSA revenue from taxes
and the settlement was $459.6 million. Revenue from the same sources is anticipated
to be $470.8 million in FY03. During this four-year period (FY 2000-2003), HSA tax and
tobacco settlement revenue is projected to increase an average of 4.8 percent per year.
However, principally due to forecasted caseload growth in children’s programs, HSA
expenditures are projected to increase at a significantly greater rate.

Expenditures and Cost Containment

It is not surprising that MAA’s caseload growth is greater than the general population
growth. The legislature authorized three major expansions of health coverage for low-
income children during the past decade. The agency and community-based groups
have undertaken outreach initiatives to ensure that all low-income children have access
to health care coverage. Enroliment in the children’s Medicaid program increased 15
percent per year from FY 1996-2001, and is projected to increase an additional 3.7
percent per year during this biennium. During the past six years (FY 1996-2001),
MAA's total caseload increased 3.6 percent per year compared to 1.3 percent growth in
state population.

During the 2001-03 biennium, MAA’s expenditures for medical services are expected to
continue to increase by 9 percent each year. While the [-601 fiscal growth factor will

permit state spending for the 2001-2003 biennium to grow by 2.9 percent each year, the
2001 economic recession has reduced the state’s revenue forecast by nearly $1 billion.

Prior to the 2001 economic downturn, accompanied by much higher unemployment and
loss of medical coverage, MAA’s caseload was projected to increase 2.8 percent per
year during this biennium (compared to 1.1 percent for the population generally).
Although the caseloads are projected to increase at a slower rate, there will likely be an
increase for low-income families with dependent children, as well as for the elderly and
persons with disabilities.

Per capita expenditures will likely increase at a greater rate than during the prior six-
year period. This is due to underlying cost-drivers, such as prescription drugs, and the
continued increase in adults, elderly and disabled, who typically have higher medical
utilization than children.
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Washington also will be encountering a further demand to help support the state’s
health care system for low-income residents. The state has been encountering an
exodus of physicians and clinics. This constraint is being felt both by the state’s
Medicaid managed care plans, as well as fee-for-service access.

Driven by demand for coverage and mounting expenditures for a variety of services, it is
anticipated the state will spend almost $5.3 billion for Medical Assistance programs,
excluding DSH and ProShare payments, during the 2001-03 biennium — exceeding by
almost $1 billion, an increase of 22 percent, the amount spent for these same services
during the 1999-01 biennium. From FY 1996 through FY 2003, it is anticipated that
expenditures will have risen an average of 9 percent annually. Expenditures for Medical
Assistance programs have grown from 29 percent of the Department’s expenditures in
FY96 to represent 42 percent of the Department’s total budget during the 2001-03
biennium.

MAA has adopted several strategies to address rising cost increases for medical
services. To address the increases in CY 2000 rates for the Healthy Options managed
care program, MAA adopted a new four-step procurement strategy for CY 2001, which
relied on published rate targets and greater competition. Beginning July 1, 2002, MAA
will impose a monthly premium during the second six-months of transitional coverage
for TANF and other families that become ineligible for a family medical program due to
an increase in earned income. It is estimated that approximately 10,000 adults will pay
$15 monthly premiums. MAA will also begin charging its fee-for-service adult clients an
emergency room copayment for nonemergency services, effective January 1, 2002.

As with other public and private health insurers, prescription drugs have become a
major component of medical treatment and a significant cost driver. During the FY
1996-2001 period, drug expenditures increased at an average of 17 percent per year.
Nearly 20 percent of medical expenditures are drug related. MAA will adopt more
effective drug purchasing strategies to address this significant increase. In January
2002, MAA will launch a therapeutic consultation service program that will provide
physicians with the information needed to manage the full course of a patient’s
prescribed drugs, and whenever possible, increase the use of generic drugs. Because
expenses for prescription drugs have risen dramatically as part of elderly, blind and
disabled care, MAA is also considering a primary care case management (PCCM)
demonstration specifically for these clients. This demonstration will pay physicians to
become a primary care provider to help manage the clients’ care and associated costs.

MAA is also undertaking a pilot disease case management program to focus
coordinated care for selected conditions, like cardiovascular, diabetes, asthma, renal
and cancer. Under the umbrella of utilization and cost containment, MAA will increase
coordination of benefits with third party and employer insurance coverage, conduct
more provider audits with a corresponding increase in recoupment of payment for
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services, expand use of prior authorization for medical services, and conduct other
activities to achieve savings.

Although MAA is undertaking a number of cost-containment initiatives, it is quite likely
that the disparate relationship between the growth in state revenue sources used to
finance health care and the growth in health expenditures for low-income residents will
continue for the foreseeable future. Washington State and DSHS will need to develop
additional options if it is to retain the ability to sustain its health care coverage for low-
income residents. The requested waiver flexibility is one of the needed options, as well
as being able to use its unspent SCHIP allotment.

In response to the worsening fiscal climate in Washington State, the Governor recently
required the administrators of all state agencies to submit expenditure reduction plans
to lower 2001-03 biennial spending by 15 percent. Since available state revenue and
health care expenditures are in opposition, this task may require the implementation of
every available option in the ensuing biennium.

V. DEMONSTRATION DESIGN

Washington’s demonstration request is built upon its existing programs for low-income
residents, and is based upon Congressional and Administration strategies to provide
states greater flexibility to expand coverage to low-income children and other vulnerable
populations. At the same time, the demonstration will ensure that its most vulnerable
populations continue to have the essential health coverage and safeguards that have
been a cornerstone of the Medicaid program. Furthermore, long-term care services
under Medicaid, e.g., nursing facilities, intermediate care facilities for the mentally
retarded (ICF-MR), personal care, or home and community-based waiver services, are
not part of the demonstration.

Unlike other 1115 state demonstrations, Washington’'s demonstration requests flexibility
to adopt cost-sharing, benefit design changes, and enroliment limits over its life.
However, the state would only adopt these provisions if they are needed to help sustain
the state’s ability to offer coverage to as many persons as state funding permits. The
demonstration would allow the Governor and Legislature the ability to use these policy
options instead of having to use the more restrictive options available under existing
federal law. Instead of having to reduce eligibility coverage levels or eliminate optional
eligibility groups, Washington would be able to adopt reasonable copayments and
premiums to help share in the cost of coverage, or be able to impose waiting lists. In
order to help sustain coverage, Washington would be able to modify its Medicaid
optional eligibility groups’ benefit coverage, while ensuring appropriate acute, primary
and preventive care.
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The requested programmatic flexibility is not open-ended. Washington’s demonstration
includes limits on the options to ensure that its vulnerable populations continue to have
access to medically appropriate care. There would be limits on the amount of cost-
sharing that could be imposed on clients. There also would be a “benefit floor” for the
optional benefit coverage. This floor would ensure that clients have access to
preventive and comprehensive care.

These changes would require approval by the Washington State Legislature. Also,
administration of the demonstration would include a state plan type review process
wherein the Centers for Medicare and Medicaid Services (CMS) would review the
proposed changes before implementation to ensure that they are consistent with the
demonstration waiver’s terms and conditions.

Core Vulnerable Population Coverage

The federal government has defined a core population that states must guarantee
coverage in order to participate in the Medicaid program. These mandatory populations
are prescribed under categorical groups in the Medicaid Categorically Needy mandatory
program (see Attachment A for a description of Washington’s Mandatory eligibility

groups).

Consistent with longstanding federal policy and requirements and the NGA HR-32
policy, Washington’s demonstration waiver would continue to guarantee eligibility and
meet federal benefit coverage requirements for its existing Categorically Needy
mandatory eligibility groups. The only changes requested under the demonstration for
mandatory groups would be to allow adopting reasonable copayment requirements on
all nonpreventive service benefits to all mandatory groups, and imposing premiums for
persons in families above 100 percent of FPL.

Cost-Sharing

Historically, Medicaid was intended to serve certain vulnerable low-income populations,
whose incomes were for the most part below the federal poverty level. Over time, the
federal government has sought to expand health coverage to groups with higher income
levels through the Medicaid optional programs, including both Categorically Needy and
Medically Needy groups, and the State Children’s Health Insurance Program (SCHIP).
These expansions have included provisions to give states flexibility to adopt reasonable
premiums.

For some time, the federal government has given states the option to impose premiums
on families who have left TANF grant assistance and who are receiving Transitional
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Medical Assistance (TMA) coverage during the second six-months of the transitional
coverage. States also have been able to adopt premiums for coverage of pregnant
women and infants in families with incomes above 150 percent of FPL. Furthermore,
states also have been able to adopt “nominal premiums” for persons seeking coverage
through the Medically Needy program.

The Health Care Financing Administration (now CMS) has also given certain waiver
demonstration states flexibility to adopt premium requirements for children’s optional
coverage groups.

As part of the federal partnership with states to offer health coverage to low-income
children up to at least 200 percent of FPL, Congress enacted SCHIP. This partnership
included giving states more flexibility to design coverage for these populations. This
included allowing states to adopt reasonable premiums for coverage. CMS recently
enacted SCHIP regulations allowing states to adopt reasonable premiums and
copayments for children in families above the FPL, as long as the total amount does not
exceed 5 percent of the families’ total income.

As Medicaid optional coverage has been made available to persons with higher
incomes, states have been given more flexibility to utilize client cost-sharing. The
Medicaid Buy-In program allows states to adopt premiums for coverage. The law sets
an upper limit of 7.5 percent of income for individuals with incomes up to 450 percent of
FPL. Premiums for persons above this income level can be greater, and a state is
required to charge the full amount of Medicaid costs for their care if their income
exceeds $75,000.

The Administration’s recently announced HIFA demonstration initiative, which is
intended to expand Medicaid coverage options for persons up to 200 percent of FPL,
incorporates provisions to give states more flexibility to define cost-sharing for both
Medicaid optional populations and for new expansion populations. HIFA allows states
to adopt copayment and premium provisions for Medicaid optional and SCHIP children
as long as the children’s cost-sharing does not exceed 5 percent of the family’s income.
The amount can be greater when coverage includes the entire family.

The SCHIP and HIFA cost-sharing requirements are also consistent with the NGA HR-
32 policy. HR-32 would allow states to adopt cost-sharing consistent with SCHIP’s
5 percent of family income standard.

Washington’s Medicaid program is adopting targeted premium coverage requirements.
Beginning in July 2002, adults receiving TMA coverage during the second six-months of
the transitional coverage will be required to pay a premium for coverage. The state’s
Medicaid Buy-In program also will require premium and enrollment fee participation
towards coverage.
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Washington’s demonstration waiver builds upon national policy and its initial Medicaid
efforts. Under the demonstration, affordable copayments could be imposed on all
mandatory and optional eligibility groups for all nonpreventive services, including
nonemergency services provided in hospital emergency rooms. With the potential
expanded use of copayments, the demonstration also would permit providers the ability
to limit or deny care when copayments are not paid at the time of service. Reasonable
premiums could be adopted for all mandatory and optional eligibility groups for persons
in families with incomes above 100 percent of FPL. However, total Medicaid or SCHIP
cost-sharing (premiums plus point-of-service cost-sharing) for health related care for
DSHS clients would not exceed, on average, 5 percent of a family’s income.

Benefit Package Flexibility

The Medicaid program gives states broad latitude to design their own benefit package,
except for children’s coverage due to EPSDT. The Medicaid Categﬁrically Needy
program has a limited set of eight mandatory service requirements.” States are able to
offer a variety of medical, behavioral health and long-term care services to Categorically
Needy eligibility groups. The Medicaid program provides states even broader benefit
package flexibility for their Medically Needy programs.

There are two requirements that significantly impact states’ benefit package flexibility.
Under comparability of service requirements, states are required to offer the same set of
benefits to all Categorically Needy mandatory and optional eligibility groups. They
cannot offer one set of services to one Medicaid CN population and another set to other
CN groups.

Second, under EPSDT requirements, states are required to provide all services
identified in an EPSDT screen as medically necessary, regardless of it being a covered
service or not. Given that children represent the largest eligibility group under Medicaid
(nearly 65 percent of Washington’s Medicaid clients are children), EPSDT effectively
limits state’s benefit design flexibility for the majority of its enrollees.

Congress and HHS have recognized the need to give states more flexibility in designing
benefit coverage for children and other groups with income above the poverty level.
The SCHIP program is an example of this policy direction. States may choose from

" The Medicaid CN mandatory services include: inpatient hospital services; outpatient hospital services; other
laboratory and x-ray services; physician services and medical and surgical services of a dentist; nursing practitioners’
services; nurse-midwife services; rural health clinic (including federally qualified health care center) services; nursing
facility (NF) services and home health services for individuals age 21 and older; early and periodic screening,
diagnosis and treatment (EPSDT) for individuals under age 21; and family planning services and supplies.
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packages that include three standard offﬁrings plus a benefit package that is actuarially
equivalent to one of the three packages.

There also are provisions in federal law that allow the Secretary of HHS to approve
coverage that is appropriate for children in families below 200 percent of poverty. The
SCHIP law requires that any benefit design must include: inpatient and outpatient
hospital services; physicians, surgical and medical services; laboratory and x-ray
services; and well-baby and well-child care, including age-appropriate immunizations.
The HHS HIFA demonstration waiver would allow states the same SCHIP benefit
package flexibility for Medicaid optional eligibility groups. The HIFA demonstration
waiver allows for even more flexibility for expansion groups, such as childless adults.

An important component in the SCHIP and HIFA demonstrations is that states do not
have to comport with comparability of service requirements. This allows states to tailor
benefit packages to different populations. Although states are required to offer well-
baby and well-child preventive care coverage, including age-appropriate immunizations,
they do not have to comport with EPSDT requirements.

The NGA HR-32 policy also acknowledges states’ need for benefit design flexibility
under both its Category 2 and Category 3 populations. Under the NGA policy, states
would receive enhanced SCHIP match for populations receiving benefits actuarially
equivalent to the SCHIP models, and would receive standard Medicaid match for
populations receiving less comprehensive coverage.

Washington’s demonstration waiver for benefit design flexibility is consistent with benefit
flexibility under SCHIP and HIFA. Under its demonstration, Washington would be able
to offer different benefit designs to its Medicaid mandatory and optional eligibility groups
and SCHIP. In order to achieve this flexibility, the demonstration waiver would waive
comparability of service requirements and EPSDT requirements for optional eligibility
groups. Inthe absence of formal EPSDT requirements, well-baby and well-child care
would be provided, including age-appropriate immunizations. Furthermore, there would
be a benefit design floor actuarially equivalent to the state’s Basic Health (BH) benefit
design, without its preexisting condition limitations, and with the added coverage of
outpatient rehabilitation therapies. This floor would apply to both mandatory and
optional eligibility groups, but long-term care services under Medicaid would not be
affected by benefit design changes under the demonstration.

Under the demonstration waiver, the benefit design floor could be changed if the state
changes the current BH benefit design. The proposed benefit design floor would always
be equal to or greater than either the Medicaid CN mandatory benefits without EPSDT
obligations or the minimum benefit designs allowed under SCHIP and HIFA Secretary-

8 SCHIP benchmark plans are: standard Blue Cross/Blue Shield preferred provider option (PPO) offered to federal
employees; health benefits offered to state employees; or largest commercial benefit package offered by a health
carrier in the state
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approved benefit packages. Washington would retain flexibility under current federal
law to change optional services not covered by BH for mandatory populations.

Attachment C includes an actuarial benefit analysis that compares the benefit design
floor with the state’s Uniform Medical Plan (UMP), which is a health benefits coverage
plan offered and generally available to all Washington State employees, and the
minimum benefit design specified in SCHIP and the HIFA demonstration initiative. This
analysis indicates that the Medicaid waiver’s benefit floor has an aggregate actuarial
value that is at least equivalent to the UMP and the SCHIP and HIFA basic services
requirements. This is also the case when the state’s SCHIP copayments are applied to
the benefit floor.

In addition to the benefit package flexibility mentioned above, the demonstration waiver
seeks flexibility to treat nonemergency medical transportation to and from providers as a
Medicaid optional service. Washington would assure the continued availability of
necessary medical transportation for emergency services.

Enrollment Limits

Medicaid is an entitlement program. As an entitlement program, Medicaid does not
allow states to impose enrollment limits due to limits on available state matching funds.
Although states cannot impose enroliment limits on Medicaid coverage, they can limit
coverage only to so-called mandatory groups. They also have flexibility to change
eligibility standards for optional groups. This situation results in having to disenroll
persons covered under the program who have higher income or resources than allowed
under the revised coverage limits. As optional programs have been expanded to cover
more vulnerable groups (e.g., working disabled or women with breast or cervical
cancer), this approach may hurt those currently receiving needed care.

Congress recognized the need to give states more flexibility when they implemented
SCHIP, which allows states to offer coverage on a nonentitlement basis. States have
recognized the need to adopt enrollment limits with their state-only programs, such as
Washington’s BH program. The federal government has also recognized the need for
this flexibility, by allowing states to impose enrollment limits under demonstration
waivers for optional coverage groups.

Washington’s demonstration waiver is seeking this same rational flexibility to administer
its Medicaid optional programs. It is important to understand that this flexibility is
necessary to sustain the major commitments that Washington has already made to
cover optional groups.

To comport with the federal intent of the Medicaid program and ensure coverage to its
most vulnerable residents, the demonstration would continue to guarantee coverage for
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its mandatory Categorically Needy eligibility groups. The demonstration would allow
Washington State to offer coverage to SCHIP and other optional eligibility groups within
available state matching funds authorized by the Legislature. Washington State would
be able to impose enrollment limits and waiting lists for coverage if overall expenditures
were exceeding appropriation levels and available state funds were not sufficient to
cover optional groups. The demonstration would also allow Washington to prioritize
categorical populations that would be first subject to enrollment limits, based on
legislative direction. As permitted under federal law, Washington State would remain
able to eliminate coverage for optional groups.

There is a specific standard of promptness for the processing of Medicaid applications.
Currently in Washington, the standard of promptness is forty-five days (not including
those applications for pregnant women and disability determinations). When enrollment
limits are in place, the applications would still be processed within the required time
frames to determine eligibility for all Medicaid programs. If eligibility is for an optional
group that is subject to a waiting list, the application would be pended, and the applicant
would be notified. The date of eligibility would be the first of the month the applicant
reaches the top of the waiting list and becomes eligible. The applications would be
processed based on the date of application (first on — first off), regardless of medical
need.

With the implementation of enroliment limits, there also would be a limited change with
respect to retroactive eligibility under Medicaid. There would be no prior month(s)
retroactive coverage for an optional group that is subject to a waiting list. When there is
a waiting list, coverage would start the first of the month that an applicant reaches the
top of the waiting list and becomes eligible. When enrollment limits are removed,
coverage for applicants would start the first of the month. For applicants who apply
after enrollment limits are removed, their retroactive eligibility would be considered first
looking back to the effective date of enrollment limits being removed, before considering
regular retroactive eligibility under Medicaid.

Coverage for Parents with Medicaid and SCHIP Children

Washington’s demonstration waiver would allow the state to use its unspent Title XXI
SCHIP allotment funds to expand coverage to parents with Medicaid and SCHIP
children, and childless adults on a lower priority basis. This coverage would be through
the existing BH program. These parents will have the same benefit coverage and cost-
sharing requirements as other BH enrollees, including preexisting condition limitations.
Expansion would begin in January 2003, or as soon as administratively possible
thereatfter.

Attachment D includes an actuarial benefit analysis that compares the BH benefit
design with the state’s UMP. This analysis indicates that the Medicaid waiver’'s benefit
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floor has an aggregate actuarial value that is at least equivalent to the UMP, and that
the BH benefit design comports with both Title XXI and HIFA benefit design
requirements.

Under the waiver, Washington would use its unspent Title XXI allotment to leverage
existing state Health Services Account funds to expand coverage for these parents and
childless adults. Parents would be the prioritized population. Attachment E provides
state estimates on the amount of unspent Title XXI allotted funds that would be
available to expand coverage to these groups. The estimates indicate that the state
would have $106 million in unspent Title XXI funds during federal fiscal year (FFY)
2002, $90 million in FFY 2003 and 2004, and over $100 million per year thereafter, after
taking into account projected SCHIP expenditures.

It is estimated that there are about 32,000 parents enrolled in BH with children enrolled
in the Medicaid financed BH+ program. The use of Title XXI funding to help finance
their coverage would allow the state to offer coverage to an estimated additional 20,000
parents or childless adults. This would represent a 16 percent increase in BH’s
enrollment capacity, and potentially increase parental enrollment by 50 percent.
Attachment F provides cost estimates for this coverage.

The state will be able to offer this additional coverage plus its projected SCHIP
children’s coverage within its annual Title XXI allotment.

VI. REQUESTED WAIVERS

Copayments

Washington State requests a waiver of section 1902(a)(14) that provides that enroliment
fees, premiums, or similar charges, and deductions, cost-sharing, or similar charges,
may be imposed only as provided in section 1916. The demonstration would allow
affordable copayments to be imposed on all all mandatory and optional eligibility groups
for all nonpreventive services, including nonemergency services provided in hospital
emergency rooms.

Washington State also requests a waiver of section 1916(e) that provides that the
Medicaid State Plan shall require that no provider participating under the State Plan
may deny care or services to an individual eligible for such care or services under the
plan on account of such individual's inability to pay a deduction, cost-sharing, or similar
charge. This request would permit providers the ability to limit or deny care when
copayments are not paid at the time of service, but it would not extinguish the liability of
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the individual to whom the care or services were furnished for payment of the deduction,
cost-sharing, or similar charge.

In accordance with Washington’s tribal accord and federal SCHIP policy, a waiver of
Section 1902(a)(14) would also assure that copayments would not be imposed on
American Indians or Alaska Natives.

Premiums

Washington State requests a waiver of section 1902(a)(14) that provides that enroliment
fees, premiums, or similar charges, and deductions, cost-sharing, or similar charges,
may be imposed only as provided in section 1916. Washington State also requests a
waiver of sections 1902(e)(1)(B) and 1925(b)(5) regarding the 3 percent premium
limitation for transitional medical assistance. Washington State further requests a
waiver of Section 2103(e) to the extent that SCHIP individuals below 150 percent of
poverty may be affected. The demonstration would allow reasonable premiums to be
imposed for medical coverage on all Medicaid clients with income above 100 percent of
poverty. However, total Medicaid or SCHIP cost-sharing (premiums plus point-of-
service cost-sharing) for health related care for DSHS clients would not exceed, on
average, 5 percent of a family’s income.

In accordance with Washington’s tribal accord and federal SCHIP policy, a waiver of
Section 1902(a)(14) would also assure that premiums would not be imposed on
American Indians or Alaska Natives.

Benefit Package

Washington State requests a waiver of section 1902(a)(10)(A) that provides that certain
services must be available for all categorically needy individuals (both mandatory and
optional individuals) and a waiver of section 1902(a)(10)(B) that provides that medical
assistance made available to any individual described in subparagraph (A) of section
1902(a)(10) —
(1) shall not be less in amount, duration, or scope than the medical
assistance made available to any other such individual, and
(i) shall not be less in amount, duration, or scope than the medical
assistance made available to individuals not described in subparagraph

(A).

Washington State requests a waiver of section 1902(a)(10) to the extent that it relates to
comparability of services for the medically needy, and any other provisions of section
1902(a)(10) regarding service requirements, to allow the benefit flexibility intended
under the demonstration.
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Washington State requests a waiver of section 1902(a)(43) for optional eligibility groups
regarding EPSDT and services that must be provided under the Medicaid State Plan,
including arranging for corrective treatment whether or not such services are covered
under the State Plan. Under the demonstration, formal EPSDT requirements would be
eliminated for optional groups, and well-baby and well-child care would be provided,
including age-appropriate immunizations.

Washington State also requests a waiver of section 1902(a)(4) regarding administration
of the State Plan and related transportation requirements specified in federal
regulations, so that transportation to and from providers for nonemergency medical
services would become a Medicaid optional service.

As described in Section V on Demonstration Design, the demonstration waiver would
offer additional coverage to parents with Medicaid and SCHIP children, and childless
adults, through the BH program. Washington State further requests a waiver of section
2103(a) regarding SCHIP benefit design and section 2103(f) regarding retention of
preexisting condition limitations under the BH program.

The demonstration would retain existing mandatory benefits for mandatory eligibility
groups, as defined in federal Medicaid statute. This would still allow Washington to
retain flexibility under current federal law regarding optional services for mandatory

populations.

For optional eligibility groups, the demonstration would waive mandatory service
requirements, including EPSDT, for all Medicaid optional groups and SCHIP. Also, it
would waive comparability of service requirements for Medicaid CN mandatory and CN
optional groups, and among optional groups. This would allow Washington to have
different benefit designs for its various eligibility groups.

The demonstration would establish a benefit design floor that would be actuarially
equivalent to the state’s Basic Health (BH) benefit design, without its preexisting
condition limitations, and with the added coverage of outpatient rehabilitation therapies.
The floor could be adjusted for changes in the scope of BH program benefit design.
However, the benefit design floor would always be equal to or greater than either the
Medicaid CN Mandatory benefits without EPSDT obligations or the minimum beﬁpefit
designs allowed under SCHIP and HIFA Secretary-approved benefit packages.
Washington would retain flexibility under current federal law to change optional services
not covered by BH for mandatory populations.

® This benefit package would include the following services: inpatient and outpatient hospital services, physicians
surgical and medical services, laboratory and x-ray services, well-baby and well-child care.
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Enrollment Limits

Washington State requests a waiver of section 1902(a)(8) that provides that all
individuals have the opportunity to apply for medical assistance and that such
assistance shall be furnished with reasonable promptness. A further waiver of section
1902(a)(10) is requested to the extent that its provisions may impair the ability to
impose enrollment limits. A waiver of section 1902(a)(34) is also requested to the
extent that there would be no prior month(s) retroactive Medicaid eligibility and
coverage for an optional group that is subject to a waiting list.

The demonstration would continue to guarantee coverage for its mandatory
Categorically Needy eligibility groups. The demonstration would allow Washington
State to offer coverage to SCHIP and other optional eligibility groups within available
state matching funds authorized by the Legislature. Washington State would be able to
impose waiting lists for coverage if overall expenditures were exceeding appropriation
levels and available state funds were not sufficient to cover optional groups. The
demonstration would allow Washington to prioritize categorical populations that would
be first subject to enrollment limits.

Other

Washington State requests that CMS grant any other waiver deemed necessary to
implement the demonstration as described herein. In addition to waiving these program
restrictions, Washington State requests authorization under Section 1115(a)(2) to claim
federal financial participation for expenditures that otherwise would not be eligible for
federal match under sections 1903(m) and 2105(c)(3) and other provisions of Title XIX
and Title XXI. Such expenditures could include Title XIX expenditures related to
coverage of individuals for whom cost-sharing rules not otherwise allowable in the
Medicaid program apply, and Title XXI expenditures to provide services to populations
not otherwise eligible under a State Child Health Plan.

Notwithstanding the waivers requested above, Washington State further requests that
Medicaid program and demonstration waivers currently granted to DSHS remain in
effect and separate from this demonstration request, unless otherwise incorporated by
specific reference in negotiated terms and conditions.
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VIl. PROGRAM AND DEMONSTRATION ADMINISTRATION

Single State Agency

DSHS is designated as the single state agency for the Medicaid and SCHIP programs
in Washington State and is organized with several administrations responsible for
different federal and state programs serving residents of the state. (See Attachment G
for an organizational chart of DSHS.) Its mission is to improve the quality of life for
individuals and families in need and to help people achieve safe, self-sufficient, healthy
and secure lives.

Within DSHS, Medical Assistance Administration (MAA) is designated as the medical
assistance unit for the Medicaid program. MAA administers Medical Assistance and the
SCHIP programs to maximize opportunities for low-income people to obtain quality
health services. (See Attachment G for an organizational chart of MAA.) The focus of
MAA is on medical services, and other administrations of DSHS have responsibility for
long-term care (community-based or institutional care) and behavioral health services
under the Medicaid State Plan.

Program Administration

MAA would be responsible for implementing and managing this demonstration waiver.
MAA would administer the demonstration in coordination with the state Health Care
Authority (HCA) and other administrations within DSHS. There are administrative
activities that MAA would be required to conduct to implement and monitor the options
proposed in this demonstration.

MAA is positioned to administer cost-sharing options based on activity now under way
to implement emergency room copayment and TMA premium requirements
incorporated in the current biennial budget, including the means to determine clients’
income relative to the federal poverty level. However, any cost-sharing requirements
would require legislative approval.

The implementation of benefit package changes authorized by the Legislature is also
within the scope of MAA’s current administrative capability. MAA has implemented
legislatively directed benefit expansions and contractions in its fee-for-service system,
and has altered benefit coverage with its managed care contractors.

With the option of enrollment limits, Washington State would be able to impose limits on
all optional Medicaid eligibility groups (e.g., optional children, certain elderly and
disabled, Medicaid Buy-In, and women with breast and cervical cancer), as well as
state-administered programs, if overall expenditures were exceeding appropriation
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levels. MAA would need to develop the internal mechanisms to implement this option,
including emergency public notification.

Demonstration Administration

In order to ensure legislative direction and stakeholder consultation, the demonstration
waiver would adopt a prospective Medicaid State Plan amendment type approach.
Under this model, DSHS would not adopt cost-sharing or benefit changes without
approval from the Washington State Legislature. DSHS would submit the legislative
changes to the Centers for Medicare and Medicaid Services (CMS) for review and
approval 90 days prior to implementation to ensure that they are consistent with the
demonstration’s terms and conditions. If authorized by the Legislature, DSHS could
impose enrollment limits when expenditures were projected to exceed the appropriated
amount. If enrollment limits were implemented, DSHS would issue an emergency
public notification and demonstration waiver notice to CMS.

Vill. DEMONSTRATION EVALUATION

Demonstration Goals
Washington’s 1115 demonstration’s goals are to:

= Have enhanced flexibility to design and administer its Medical Assistance programs
to sustain health coverage for its low-income residents.

= Use its unspent SCHIP allotment to help expand coverage for uninsured parents
with Medicaid and SCHIP children, and childless adults on a lower priority basis.

Demonstration Objectives

1. To promote appropriate utilization of health care services through the use of
appropriate and affordable copayment levels for both Medicaid and other Medical
Assistance beneficiaries.

2. To adopt reasonable premiums that would help in the state’s efforts to sustain
access to health care by extending available state funds to cover as many persons
as possible through Washington'’s existing optional programs.
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3. To promote individuals’ participation in the cost of their health care coverage through
the adoption of reasonable premiums.

4. To adopt flexibility to define benefits that would result in more consistency across
state-subsidized programs, while promoting good health outcomes.

5. To ensure continued access to health care for those beneficiaries already enrolled in
a Medical Assistance program by establishing waiting periods that would ensure
public funds are targeted to the state’s most vulnerable residents.

6. To increase coverage for low-income families with relatively higher incomes by
offering state-subsidized health coverage to parents with Medicaid and SCHIP
children, and to childless adults.

Demonstration Evaluations

A demonstration evaluation design proposal will be submitted to CMS as part of the
waiver plan amendment process when a waiver component (copayments, premiums,
benefit changes, enrollment limits) is implemented. Each evaluation would be designed
to specifically track changes in two significant areas: program participation and health
care outcomes. Moreover, each evaluation would include: (1) either the hypotheses or
evaluation questions; (2) study or research design; and (3) schedule for conducting the
analysis and reporting findings to CMS.

Following are brief examples of evaluation themes that could be included in an

evaluation proposal.

1. Hypotheses and Evaluation Questions

Hypotheses

(a) Establishing appropriate and affordable copayment levels will promote
appropriate utilization of health care services and maintain good health care
outcomes.

(b) Establishing reasonable premiums will help sustain access to health care.

(c) Flexibility to define benefits will result in programmatic consistency across state-
subsidized programs.
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(d) Replacing EPSDT requirements with more flexible well-baby and well-child care
requirements will not reduce immunization rates or other primary or preventive
care to children.

(e) Establishing waiting periods will ensure public funds are targeted to the most
vulnerable and ensure continuity of care for those beneficiaries already enrolled.

(f) Offering family coverage will increase coverage for low-income families with
relatively high income.

Copayments

(a) What impact do copayments have on utilization of services with copayments?

(b) Are there differences in managed care and fee-for-service copayment services’
utilization rates?

(c) Do providers successfully collect copayments, and are there differences in
collection rates between beneficiaries in managed care versus fee-for-service?

(d) Is there a decrease in providers willing to accept Medicaid beneficiaries because
of copayment requirements?

(e) Do copayments influence decisions of beneficiaries to utilize services?

() What do beneficiaries consider reasonable/affordable copayment amounts?

Premiums

(a) Is there a change in Medicaid beneficiaries’ risk-profile due to premium
requirements?

(b) Do persons who elect to disenroll use less health services on average while on
Medicaid, and are thus more willing to forego insurance coverage and incur out-
of-pocket costs for health care?

(c) Do persons who elect to disenroll have more resources or potentially more
income, and are thus more willing to pay out-of-pocket costs for health care?

(d) Do persons who disenroll do so voluntarily?
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(e) Have persons who disenrolled encountered an event(s) that limited their financial
ability to make their monthly payment?

() What is the difference in drop out rates between family coverage and children
only coverage?

(g9) How do Medicaid drop out rates compare to drop out rates in the Basic Health
program?

Benefit Design

(a) Does replacing EPSDT requirements with more flexible well-baby and well-child
care requirements affect children’s immunization rates?

(b) Would a redefined benefit design decrease the number of emergency room visits
for children with asthma?

(c) Would a redefined benefit design decrease the number of children hospitalized
for dehydration?

(d) Would a redefined benefit design decrease the number of emergency room visits
for adults with heart disease?

(e) Would a redefined benefit design decrease the number of adults hospitalized for
diabetes?

Enrollment Limits

(a) What is the demographic profile of beneficiaries on waiting lists?
(b) Is there a change in Medicaid beneficiaries’ risk-profile due to enroliment limits?

(c) How do beneficiaries receive health care while on a waiting list?

Title XXI SCHIP Expansion

(a) Does offering coverage to the entire family increase children’s SCHIP
enrollment?

(b) Does offering coverage to the entire family increase higher income Medicaid
enroliment of children?
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(c) Does offering coverage to the entire family increase higher income BH
enrollment?

(d) Are there better health outcomes (e.g., immunization rates, CAHPS utilization
measures) for children whose parents have health insurance compared to
Medicaid/SCHIP children whose parents don’t have coverage?

(e) Is there a reduction in the state's proportion of uninsured adults below 250% of
the federal poverty level?

(f) Is there a reduction in the state's proportion of uninsured children below 250% of
the federal poverty level?
2. Study & Research Design

Analysis of Hospitalizations among Medicaid Recipients

Baseline health outcome measures could be developed to track and measure
changes in the health status of beneficiaries after implementation of a waiver
component. Specifically, the following ambulatory sensitive hospital conditions could
be measured and tracked: Pneumonia; Congestive heart failure; Asthma; Cellulitis;
Perforated or bleeding ulcer; Pyelonephritis; Diabetes with ketoacidosis or coma;
Ruptured appendix; Malignant hypertension; Hypokalemia; Immunizable conditions;
and, Gangrene (Source: L. Jean Kozak, National Center for Health Statistics,
Hyattsville, MD.)

Baseline measures could be developed using the following methods and
procedures:

1. Obtain two most recent complete years of Medicaid claims data merged with
program eligibility and demographic data from the DSHS’ Automated Client
Eligibility System (ACES) and the Department of Health’s Charges by Diagnosis
Related Group (CHARS) database.

2. Use ICD-9-CM diagnosis codes cited in the research literature as representing
conditions for which hospital admissions should be preventable with adequate
ambulatory care. Use these definitions to identify avoidable hospitalizations by
disease/condition.

3. For individuals with avoidable hospitalizations, provide detailed information on
previous and subsequent use of other health care services, co-morbid conditions,
and demographic information. Where feasible, compare this information to
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individuals who do not have avoidable hospitalizations (simple statistical tests,
multivariate analysis) to identify significant differences between the two groups.

Surveys

Surveys could be employed to measure and track the self-reported health status of
beneficiaries; and the impact and perceptions of cost-sharing, both point-of-service
and premiums, by beneficiaries.

One survey already in use for self-reporting health status is the SF-36. This survey
could be given to beneficiaries on a waiting list to establish a baseline and then
given periodically to track trends in health status as compared to baseline findings.

3. Schedule for conducting the analysis and reporting findings to CMS

As previously discussed, a demonstration evaluation proposal would be submitted
as each waiver component is implemented. The proposal would outline a schedule
for both conducting the analysis and reporting analysis findings to CMS.

IX. BUDGET AND ALLOTMENT NEUTRALITY

Title XIX Budget Neutrality

Washington State’s demonstration waiver comports with CMS budget neutrality
requirements by ensuring that the demonstration is not expected to cost the federal
government more in Title XIX federal financial participation (FFP) than without the
demonstration. These assurances are made because the demonstration would not
cover services that are not otherwise allowed and matchable under Title XIX. The
demonstration also would not cover eligibility groups that are not otherwise allowed and
matchable under Title XIX.

If the demonstration waiver's programmatic options are adopted during the
demonstration period, they should reduce the costs that the federal and state
governments would otherwise incur without the demonstration. The adoption of cost-
sharing (copayments or premiums) or benefit design reductions are intended to reduce
the per capita costs for eligibility groups covered under the demonstration below what
would be expected without the demonstration. If adopted during the demonstration
period, enrollment limits for optional coverage groups covered under the demonstration
would reduce the caseload below what would be expected without the demonstration.
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Given these conditions, Washington requests that its demonstration waiver not be
subject to annual FFP limits based on pre-defined annual per capita cost limits, or
caseload limits.

Title XXI Allotment Limits

Washington State assures that Title XXI FFP for its SCHIP children’s program and the
coverage for parents with Medicaid or SCHIP children, and for childless adults, will not
be greater than the state’s cumulative allotment amounts.

Attachment E includes SCHIP allotment and expenditure projections for FFY 1998
through 2007. These estimates demonstrate that Washington would have unspent
SCHIP allotment funds for each year.

Attachment F includes both SCHIP projections and BH coverage financed by the state’s
HSA and Title XXI matching funds. These estimates demonstrate that Washington
would be able to finance its SCHIP plus additional BH capacity within its projected
annual Title XXI allotment.

X. OTHER ASSURANCES

Washington’s demonstration waiver will use its Title XXI allotment funds to claim for
health care coverage provided to parents with Medicaid and SCHIP children. This
coverage will be provided through the state-funded Basic Health (BH) program. Title
XXI funds will be used to cover both parents currently receiving BH coverage and new
parents, and possibly childless adults, over the demonstration life of the waiver.

Washington assures that premium collections permitted under the demonstration will be
used to reduce overall Title XIX and Title XXI program expenditures before the state
claims federal match.

Unless authorized under federal law, Washington’s demonstration waiver will not result
in changes to the rate for federal matching payments for program expenditures. In
cases where individuals are enrolled in Medicaid, SCHIP or BH programs, the Title XIX
match rate will be applied to federal financial participation (FFP) for Medicaid eligibles,
and the Title XXI match rate will be applied to SCHIP eligibles.
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Xl. PUBLIC PROCESS

DSHS has taken several measures to ensure public awareness, to elicit involvement in
the development of the demonstration waiver, and to comport with requirements set
forth in the September 27, 1994, Public Notice as published in the Federal Register, and
in the recent July 17, 2001, Dear State Medicaid Director letter.

These measures included a letter to key legislators, a press release, statewide
“Community Conversations” meetings, a Government to Government consultation
meeting with the tribes, an open public forum, Title XIX Advisory Committee meetings,
and creation of a waiver web site at pttp://maa.dshs.wa.gov/medwaiver/|

Key Legislators

On August 31, 2001, key legislators were sent a letter that provided information about
the Medicaid and State Children’s Health Insurance Program demonstration waiver.
Attached to the letter was an August 22, 2001 memorandum from Secretary Braddock
that outlined the principal provisions of the waiver request. Subsequent to the letter,
DSHS staff met with key legislative staff to discuss in detail each waiver provision and
to address all waiver questions and concerns.

Press Release

On September 12, 2001, DSHS released for statewide distribution an announcement of
its intent to submit a demonstration waiver to CMS. The release briefly explained why a
waiver is necessary and how any interested parties could find out more about the
waiver and/or provide input into the waiver process by attending an open public forum,
by attending a “Community Conversation” or by visiting the waiver web site.

Statewide Community Conversations

As part of DSHS strategic planning efforts, the public was asked to share its thoughts
and concerns on how DSHS should improve publicly funded programs in the next seven
years. Community Conversations were held statewide in two phases. The first phase
was to listen and collect public input. The second phase was to inform the public about
what was heard across the state and how these ideas helped form the strategic plan.
As part of the second phase, the Community Conversations were also used to inform
the public about the intent to submit a waiver, to disseminate the latest working draft
waiver, and to elicit feedback. Interpreters were provided as needed.
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Government to Government Consultation Meeting

On August 24, 2001, a letter was sent to the 28 Federally-recognized Tribal
Governments within the state of Washington. The letter officially notified the tribes of
DSHS’ intention to submit a demonstration waiver. A copy of the demonstration’s latest
working draft was attached for review prior to the consultation. The notification briefly
described the purpose of the demonstration waiver and requested a consultation be
held in Seattle on September 5, 2001, so that waiver details could be fully explained
and tribal concerns addressed. While a majority of questions were answered during the
consultation, a document was provided to tribal representatives with information on how
to contact DSHS if they should have future concerns, questions, and/or suggestions.

Open Public Forum

On September 14, 2001, DSHS staff participated in an open public forum devoted
entirely to a discussion about the demonstration waiver. The open public forum enjoyed
broad participation from community health stakeholders and was sponsored by the
Washington Chapter of the American Academy of Pediatrics, the Children's Alliance,
Children’s Hospital & Regional Medical Center, the Washington Health Foundation, and
the Washington State Hospital Association.

DSHS Secretary Braddock gave a presentation that outlined provisions sought by the
waiver. Attendees then had an opportunity to ask waiver-specific questions and to give
comments and suggestions. Several legislators also attended and participated on a
panel to give their preliminary thoughts about the waiver, and to listen to concerns and
suggestions from community health stakeholders. Although many questions and
concerns were addressed at the forum, attendees were encouraged to submit
comments, suggestions, and/or concerns. A document was distributed that informed
attendees how to contact DSHS.

Title XIX Advisory Committee

Recognizing the value of public input into major health care decisions, the Title XIX
Advisory Committee meets a federal requirement to have representation of health care
stakeholders from a broad spectrum of values and backgrounds, and, most importantly,
to make certain public input was collected and considered in the decision process. In
adhering to this intent, DSHS staff met with the Title XIX Advisory Committee on August
17, 2001, and on September 28, 2001. The purpose of the meetings was two-fold: to
provide current demonstration waiver information, and to elicit feedback from the group.
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Waiver Web Site

As a vehicle to provide as much information as possible and to elicit feedback, DSHS
created a web site at pttp://maa.dshs.wa.gov/medwaiver/|dedicated solely to the
demonstration waiver. On the web site, the public is able to find, read and download
the demonstration’s latest working draft, find where the next “Community
Conversations” or public meetings are to be held, read about frequently asked
guestions and answers, and submit any questions, comments, concerns, and/or
suggestions.

The demonstration waiver web site address was widely disseminated during public
meetings and also mentioned in the news release. DSHS received more than 70
guestions for the web site. Each question and its answer was posted on the web site
for public review and further comment.
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